18 JUL 1887

CERTIFIED MAIL

Gentlemen:

Ve have congidered your application for recognition of exemption

from Federal income tax under section 501(c){(7) of the Internal
Revenue Code,

The information submitted indicates you were formed as a club in

_.

Your stated purposes are to promote the welfare and betterment of
the community of NN, »ronote the social interests

of its members, and provide an opportunity for 4 sharing of the
common bond between the members.

Your activities include scheduled fishing tournaments, meetings,

annual boat and fishing tackle show, youth fishing contest,
picnic and awards banquet.

The annual boat and tackle show and meetings are open to the
public. [ rercent of all profits from the boat show is
designated for youth programs and support to [N
. The remaining funds are for club operation
and ongoing programs. The public is informed about the
activities by flyers and advertisements. Non-members gre unot
permitted to attenmd picnics, banquets, or fishing tournaments and
purchase raffle tickets or club wearing apparel.

Incoma ig derived from the boat show, fishing tournaments, dues,
sale of club jackets, hate and shirts, banquet fees, and raffles,
Expenditures are for fishing tournaments, club jackets, hats and
shirts, annual banquet, trophies, picnic food snd supplies, rent,
insurance, youth fishing and facilities fee.
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Section 501(c){7) of the Internal Revenue Code exempts frow
Federsl income tax clubs orpamnized for pleagrure, recreation, and
other non-profitable purposes, substantially all of thae
activities of which are for swuch purposes and no part of the gat

earninge of which inure to the benefit of any private
sharrcho lder.,

section 1.501(c)(7)~-1 of the income tax regulations providesz az
follovs:

(a) 1The exemption pravided by section 501(»s) for crgzauizations
describzd (s seccion >61(c)(7) applies only to clubs whiek
are organized and operated exclusively for pleasure,
recreaticn, and other noun-profitable purposes, but dees not
apply to any club i€ any part of its net aarnings invres to
the bhenefit of any private shareholder. In general, this
exemption extands to social and recreation clubs which are
supported soleiy by membership. fees, dues, anud asssdpments.
However, a club otheruise entitled to exemption will not be
disqualified because it vaises revenues £from members through

the use of club facilities or in connection with ciub
seeivities,

(b A elub which sngaged in business, such az making its sociel

angd recreatiaual facilities available to the geueral public
“« — - is 0nt organized and operated exclusively for
pleasure, recresation, and other non—-profitab}. purpoacﬁ, and
is not exempt under section 501(a), Solicitation by
advertisement or othervise for public patvonage of it
facilities is prisa faclie evidence that the club is engaging

in buginess and is not being operated exclusively for
pleasure, recreation, or social purposes.

You advertise to the public by flyers and newspaper
advertisements,

Public Law 94~568 as explained in Senmate Report No. 94~1318,
published in Cumulative Bulletin 1976~2, page 597, provides that
a ¢lub exenpt from taxsticm and descrlqu in secticon 501(c){7) ie
to be permitted to recaive up to 35% of its gross receipts from &
combination of investment income and receipts from non-members
(from the use of its facilitles or services) so long as the
latter do not repreaenf more than 15 percent of the total
Yeceipts. It ia further stated ‘that if an organization exceeds
these limites, all of the facts and circumstances must be
considered In determining whether the organization qualifies for

exemplt status.




Revanue Ruling 58~589, 1258-2, 267, holds that a club will not be
dentied exemption merely because it receivee income from the
general public; that is, persone other than members and their
boma fide guests, or because the general public on ogccasion is
permitted to participate in its affairs, provided such
participation is incidentsl to or in furtherance of its general
elub purposes and it may not be gsaid that income therefrom is
inuring to members. This is ganerally true where the receipts

from non-nembere sre no wore than engugh to pay their share of
the espenses.

Revenue Ruling 68~119,-published in Cumulative Bulletin 1968-1,
page 268, holds that & club will not necessarily lose its exempt
status if {t derives income from other than bona fide members and
their guests, or if the general public on occasion is permitted
to participate in its affalra, provided such participation is
ineidental to and in furtherance of its general club purposes and
the income therefrom does not inure to members. The equestrigf”™’
club considered in this ruling held an annual steeplechase which
vas open to the genersl public, Prize money was paid from entry
fees paid by participants, and general expenses of the meel were
paid from admissions and sale of programs and refreshments. The
club distribured any net proceedes from rhe meet to charity.
Therefore, it vas held the meet was not operated to make &
profit, and the income from non-mewhers did not inure to the
benefit of suiembers. The club’s exemption was not jeopardized by
non~genber participation in its annual meet.

In liberalizing the amount of non-member income that could be
received by social clubs, Congressional Committee Reports state
that the amendment (Public Lavw 94~3568) was not intended to permit
sccial clubs to receive, even within the allowable guidelines for
outside {ncome, income from the active conduct of businesses unot

tradicionally carvied on by social c¢clubs, (Senaste Report Ho.
94-1318 24 Session, 1976-2 C,B. 596.)

Revenue Kuling 65~63, published in Cumulative Bulletin 1965-1,
page 240, holds that a won-profit organization which, in
conducting sports car events for the pleasure sad recreation of
its members, permits the genersl public to attend such events for
a fee on a recurring breis and solicits patronage by advertising,
dozs not qualify for exemption as a club organized and opevated
excluswely ‘for plenaure, recreation and other non-profitable

purposes under section 501(c)(7) of the Internal Revenue Code of C
1954,




Revenue Procedure 71-17, 1971-1 C.B., 683, eszsblishes
recordkeeping requirements for social clubs, to separate
non—~menmber income. If these requirements are wet, certain

presumptions as to membar ve, non-member income may bhe made, as
outlined in the Revenue Procadures,

The annual boat end tackle show are open to the publig.
MAan~mambers ars not mermitted tn attend the fishing tournements,
picnics and banqueta. However, the furds are used to cover the

cozts of the fishing tournameants, banquets and picmic. You z2liso

‘puwrchased trophies for nembers. Even if non~members do not

participate, the expenses of the club would stay the same., Only
a amall portion of the net sarnings wvas donated for charitable
purposes, Therefore, the income received from nonmembers is

subgidizing the operation of the club and is inuring to club
members,

The organization and operation of a ¢lub in & menner vhich
constitutes a subter fuge for doing business with the public is
inconsistent with the term "club® as used in IRC 5G1(c)(7).

On the basie of the evidence prezented, the requirements for
exemptzon of a social and recreational club defined in the Code
and income tax regulations, and the interpretation of the Code
aund regulations cited in the Revenue Ruling noted sbove, we hold

that you do not qualify for exemption under sectiom 5061(c)(7) of
the Code.

Based on the information submitted, exempt status will not be

vecopgnized under any related paragraph of the Internal Revenue
Code Section 501(c).

Until you have established an exempt status, you are not cellaved
of the raquirements for f£iling Federal income tax returus.
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1f you do not accept our findings, we recommend that YOu requast
a conference with & member of our Regional Gffice of Ayppealis.
Your vequest for a conference should include a4 written appeal
giving the facts, lav and any other informarinn tgo support your
position as explained in the encloved Publication 892. You will
then be contacted to arrange u date for.s covference., The
conference may be held at the Regional office or, {f you request,
st auny mutually convepient District sffice. If we do not hear
rom you vithin 30 days of the date 'of this letier; this ‘ o
determination will become £inal. : ‘ ’ .

Sincervely yours, " .

Distriet Director

Er.closure: Publiestion 892




